
Financial Management Circular:   #2014-2 

Effective Date:     July 1, 2014 

General Subject: Employee Reimbursement – When is it 

taxable or non-taxable?  

Authority:      IC 4-12-1-13(f) 

Application: This circular applies to all instrumentalities 

(hereinafter referred to as “State agencies”) 

of the Executive, Legislative, and Judicial 

Branches, including all bodies corporate and 

politic. 

Summary:   

When a state agency reimburses an employee for an expense, it must decide whether that 

reimbursement should be taxed. The IRS refers to these decisions on different categories of 

reimbursements as “plans,” which are either “accountable” (this means not taxed) or “non-

accountable” (this means taxed). The IRS does not require amounts paid under accountable plans 

to be taxed as income. On the other hand, the IRS does require amounts paid under a non-

accountable plan to be treated as income to the employee and, thus, must be included in wages 

with appropriate tax withholdings deducted. The following definitions and examples guide 

agencies in deciding what reimbursements are non-taxable and which ones are taxable to the 

employee.  

Accountable Plans (not taxable): 

 

Definition:  A plan under which an employee is reimbursed for expenses or receives an 

allowance to cover expenses is an accountable reimbursement plan only if the following 

conditions are satisfied:  

 

1. A business condition exists for the expense (i.e., the expense is in connection with 

performance of services as an employee),  

2. The expenses are substantiated through: 

a. Receipts and/or cancelled checks and invoices that show the nature and amount of 

the expenditure, or 

b. The mileage reimbursement rate and use of a per diem rate for overnight travel 

are acceptable rather than requiring receipts for vehicle operation and meals.  

 

Examples: In addition to mileage reimbursements and per diem payments, other acceptable 

examples of expenses in an accountable reimbursement plan would include: 

 




